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KEY ECONOMIC INDICATORS 
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OVERVIEW 


In 1989, there were signs that the economy of the Central African 
Republic (CAR) was on the rebound, as growth in agricultural 
production continued and the overall economy began to respond to a 
series of reform measures initiated in 1986. Preliminary 
indications are that real GDP grew by almost 4 percent in 1989, 
after negative real growth in the two preceding years. 


Nonetheless, the CAR has a long way to go before it can overcome a 
legacy of economic mismanagement and underdevelopment and achieve 
sustainable economic growth and improved living standards. 


The CAR Government has made solid progress in dismantling many of 
the controls that hampered economic activity and in restructuring 
a number of the country's principal economic institutions to 
improve productivity and growth. The rate of future progress will 
depend on a number of factors. These include the overall state of 
the world economy, the demand for CAR's raw material exports, the 
level of external assistance, the amount of private investment, 
the government's capacity to develop and implement policy, and the 
level of domestic stability and reform. In 1990, the government 
will take a number of additional steps on the road to economic 
recovery and reform, as it prepares a new five-year development 
plan and negotiates a third Structural Adjustment Program (SAP) 
with the IMF, World Bank, and bilateral donors. 


BACKGROUND 


The Central African Republic, a landlocked country in the heart of 
Africa, occupies a land mass slightly smaller than the state of 
Texas. With approximately 2.9 million inhabitants, the country 
has an average population density of about four persons per square 
kilometer. Most of the population is concentrated along rivers 
and roads in the southwestern half of the country, an area that 
includes the capital, Bangui, a city of half a million. 


The Central African economy is essentially agrarian; agricultural 
activities (including forestry) account for about 40 percent of 
GNP. It has a comparative advantage in terms of good soil and 
climate. The CAR benefits from a diversified agricultural export 
base. Coffee and timber each account for 20 percent of export 
earnings, while cotton accounts for 6 percent. Diamonds bring in 
another 40 percent of export receipts. The CAR is nearly 
self-sufficient in food production and has the potential to become 
a net food exporter. Principal food crops are manioc, corn, 
peanuts, sorghum, rice ,and sesame. Mining, manufacturing, and 
construction together generate 14.5 percent of GDP, and services 
41.5 percent. The large share taken up by services is due to high 


transportation costs and an oversized, although shrinking, civil 
service. 
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The CAR is one of the world's poorest and least monetized 
countries. GDP per capita for 1989 is estimated at $388. After 
several years of modest growth in export volume and eérnings 
following a severe drought in 1983, sharp declines in commodity 
prices in the mid-1980s delivered a substantial blow to the 
fragile economy. As a result, GDP growth slowed from 3.8 percent 
in 1985 to -0.8 percent in 1988. With the exception of the mining 
sector, almost all of the CAR's major exports--cotton, coffee, and 
timber--have suffered significant price declines, although cotton 
has recently improved slightly. 


DEVELOPMENT OUTLOOK AND ECONOMIC REFORM EFFORTS 


Development Outlook 


The prospects for economic development are constrained by several 
factors: the CAR's remote location, a limited local market, 
dependence on international commodity prices, and lack of local 
capital for investment. Export sectors, in particular cotton and 
coffee, are not competitive. As a member of the franc zone, the 
CAR does not have the option of devaluation to encourage exports. 
At current world prices and exchange rates, neither cotton nor 
coffee exports are profitable, and the government has had to 
resort to budget-draining export subsidies. A complicated 
parastatal structure has made it difficult to reduce production 
costs, although reform of both the coffee and cotton sectors 
promises to lower costs and introduce more flexible pricing 
mechanisms. 


The balance of payments is weak, domestic savings are low, and the 
investment program is nearly entirely dependent on foreign 
financing. The government faces continuing liquidity problems. 
Budgetary expenditures remain dominated by wage and debt service 
payments, leaving little for investment in education, health, and 
infrastructure maintenance. Economic recovery has been hampered, 
in the short run at least, by a somewhat contradictory set of 
policies seeking both short-term stabilization for the budget and 
balance of payments while at the same time seeking to spur 
economic growth. 


A flourishing informal sector makes it difficult for legitimate 
businesses to compete while depriving the government of 
Significant revenue. Small merchants smuggle goods across the 
border from Cameroon or Zaire and are able to sell them at 
two-thirds the price of legitimately marketed items by evading 
customs duties, licensing fees, and artificially high transport 
costs. Producers from Zaire, which is not a member of the franc 
zone, are also attracted by the opportunity to earn hard 

currency. The illegal trade is difficult to control because of a 
weak customs service and porous borders. However, the government 
is working on reducing the profit margins in this area by reducing 
certain customs duties and fees. Although the short term outlook 
for the Central African Republic is not very rosy, the reforms 
initiated under the Structural Adjustment Program, once completed, 
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should establish the basis for sustainable growth and permit the 
economy to respond more competitively to evolving trade 
opportunities. 


Economic Reform (Structural Adjustment Program) 


Although the CAR has been independent from France for almost three 
decades, its progress toward economic development has been slow. 

A long period of economic mismanagement during the Bokassa regime, 
exacerbated by external factors, resulted in a decline of per 
capita GNP between 1965 and 1986. The governments succeeding 
Bokassa, who was removed from power in 1979, began to address the 
CAR's economic difficulties with the aid of France, the 
International Monetary Fund (IMF), the World Bank, and other 
international donors. Since 1981, the Kolingba government has 
introduced substantial economic reforms. 


In 1986, with the help of the World Bank and other international 
donors, the government began the first phase of the Structural 
Adjustment Program (SAP). The program's goals were to encourage 
agricultural production, the engine of the CAR's development, 
while gradually opening the sector to market forces, thus reducing 
the number of economic distortions that have hampered its 
profitability. The bloated public sector was to be reduced 
through a reorganization of the ministries; a program of voluntary 
assisted departure, whereby civil servants would be encouraged to 
take early retirement; and the privatization or restructuring of 
parastatal enterprises. Government subsidies would be reduced and 
government revenue increased through more efficient collection 


mechanisms and changes in the tax code. Private-sector investment 
would be encouraged. 


In early 1988, the government initiated the second phase of the 
SAP reform. This phase concentrated on actual cutbacks in the 
civil service, further reforms of public administration, 
incentives for small- and medium-sized enterprises, and further 
initiatives in the agricultural and mining sectors. 


By the end of the second SAP, in spite of unfavorable external 
factors, the CAR had made substantial progress toward economic 
reform. While the reorganization of the ministries has not been 
completed, the public-sector payroll has been reduced by more than 
the targeted number. Management of the para-public sector has 
improved and five of the seven parastatals targeted for 
privatization have been sold. The government has substantially 
reduced the level of its subsidies; only the coffee and cotton 
sectors receive significant governmental support. A more 
favorable investment code has been introduced. Positive results 
are already being seen: nominal GDP is expected to have increased 
almost 5 percent in 1989, government spending has been brought 
under control, and fiscal revenues have recently improved, due to 
the tightening of customs and tax collections. Increased economic 
activity and productivity resulting from these reforms will 
benefit both the urban and rural sectors. 
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A third phase of the SAP, now being prepared by CAR Government 
officials, will focus on the social dimensions of structural 
adjustment and aiding those groups that have been disadvantaged by 
the reforms. It will also concentrate on institutionalizing the 
progress made under the first two phases of the SAP. It is 
scheduled to be implemented toward the end of 1990. 


Foreign Debt 


At the end of 1988, the CAR's external debt stood at almost $600 
million ($650 million including IMF credits). Its debt service in 
1989 was approximately $34 million, significantly lower than in 
1988 due to a rescheduling by the Paris Club in December of that 
year, the fourth since 1981. The CAR's debt service ratio is 
around 23 percent. The bulk of the country's debt is denominated 
in French francs, while most of the country's export earnings are 
in dollars. The recent appreciation of the CFA franc against the 
dollar has thus increased the CAR's debt-service burden, 


The country's primary creditors are France, Yugoslavia, 
Switzerland, Saudi Arabia, Argentina, and Kuwait. Over two-thirds 
of the country's debt is at concessional rates and less than 5 
percent is owed to private banks. Since 1986, under the terms of 
the SAP, the CAR has incurred no new external debt at 
nonconcessional rates. As one of Africa's poorer countries 
undergoing significant economic reform, the CAR is eligible for 
special multilateral programs for debt assistance. 


The provisional decision by the French in May 1989 to cancel the 
CAR's outstanding public sector development debt could provide 
Significant relief to the overburdened Central African budget. 
However, it is still unclear whether this windfall will be offset 
by a drop in other sources of French assistance. 


Development Assistance 


The CAR remains heavily dependent on foreign assistance, which 
amounted to $288 million in 1988. This is a significant increase 
over 1987 levels; it is due primarily to the influx of capital 
assistance under the SAP. Technical assistance, as a percentage 
of total aid, and even in absolute terms, has been decreasing. 
Multilateral assistance comes primarily from the World Bank's 
International Development Association (IDA) (41 percent of total 


aid), the EEC, and the IMF, with lesser contributions from various 
U.N. agencies. 


The largest bilateral donor is France, which provids one-fourth of 
all development assistance. In addition to balance of payments 
support, the French have financed a wide range of projects, 
including child health, and manufacturing and agricultural sector 
development. French budgetary support for 1989 has been estimated 
at $12.5 million. However, for the first time, France divided its 
aid into tranches and made disbursement conditional on the CAR's 
meeting certain financial targets. Other significant bilateral 
donors were Japan and West Germany. 





STRUCTURE OF THE ECONOMY 
Rural Sector 


Agriculture, including the forest industry, accounts for 80 
percent of employment and 60 percent of exports; it is expected to 
provide the foundation for future economic growth. Despite low 
productivity per farmer and inefficient marketing infrastructure, 
the CAR is nearly self-sufficient in its main food staples, 
including cassava (manioc), corn, and millet. Indeed, the CAR is 
considered to have very good (if barely exploited) agricultural 
potential, having been among the few African countries to increase 
per capita food production in recent years. The CAR has the 
resources to become a net food exporter, given an appropriate 
exchange rate and improvements in productivity. 


The government has given the agricultural sector top priority in 
its development strategy. In 1988, 83 percent of public 
investments were devoted to rural development and improving 
infrastructure. The government is focusing on establishing 
appropriate, flexible producer price incentives for the CAR's 
export commodities, liberalizing food crop marketing, and 
restructuring the agricultural commodities stabilization fund and 
the Ministry of Rural Development. 


Coffee: The CAR produces a high-quality robusta coffee, which has 
traditionally been a major source of earnings for the country. 


The coffee sector is currently in acute crisis due to the collapse 
of the International Coffee Agreement in July 1989. Since then, 
the world price of coffee has fallen precipitously. As a producer 
of robusta, which is currently less in demand than milder coffees, 
the CAR has suffered tremendously, since coffee has been the 
country's second largest source of foreign exchange (after 
diamonds). Official producer prices, which were raised 25 percent 
in 1986 to encourage production, were lowered again in October 
1989. After a record crop in 1988/89, production is expected to 
drop off in 1989/90 due primarily to less favorable weather 
conditions. Larger scale planters, who produce 15 to 20 percent 
of the crop, will find it harder to cope with low prices as they 
have many fixed expenses. The small farmer, with few expenses and 
limited alternatives for obtaining hard currency, will probably 
continue to produce as much coffee as possible. 


The local coffee parastatal, ADECAF, handles extension work and 
supervises planting while the national commodities board, CAISTAB, 
buys and sells coffee, as well as other commodities, to try to 
maintain local price stability. CAISTAB did not effectively 
Manage the surpluses it amassed when coffee prices were high; at 
this critical juncture, it is essentially bankrupt and dependent 
on external aid to provide subsidies for producers and exporters. 
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Various international donors are contributing to the support and 
revitalization of this sector. In fiscal year 1988, the European 
Community's STABEX program contributed $4.3 million to compensate 
for losses in coffee earnings due to low market prices. There are 
plans for the reorganization of ADECAF and the rehabilitation of 
industrial plantations. One of the goals of the Structural 
Adjustment Program was the restructuring of CAISTAB. Its 
commercial function, which will be reduced as much as is 
practical, will be completely separate from the regulatory 

entity. If successful, these efforts will increase the efficiency 
of the sector. Nonetheless, in the absence of higher prices and 
exchange rate adjustments, coffee producers will continue to 
require subsidies, a further drain on the government's limited 
budgetary resources, 


Cotton: The most widely grown cash crop, cotton is the primary 
source of income for one-third of the CAR's farmers. The acerage 
under cultivation increased by 40 percent from 1988 to 1989, with 
production up a commensurate amount. This was due to a rise in 
world cotton prices of 30 percent and greater efficiency at the 
cotton parastatal, SOCADA. 


SOCADA has undertaken stringent austerity measures to streamline 
its operations. A $15 million IDA-funded Cotton Sector Adjustment 
Program initiated in 1987 has led to further rationalization of 
processing facilities, transportation costs and administrative 
overhead. The cost of the subsidies paid to cotton producers in 
1990 is expected to drop signficantly, with the government 
practically breaking even. 


Livestock: The cattle industry is one of the CAR's more promising 
sectors. Livestock production accounts for approximately 
one-third of present agricultural GDP and has the potential to 
double by the year 2000, according to some estimates. This 
projected expansion could enable the CAR to become a significant 
exporter of meat to neighboring countries and could stimulate the 
development of related diary, leather, animal feed, and fertilizer 
enterprises locally. An internationally funded National Livestock 
Program, currently under way, seeks to address some of the 
problems of the sector. These include the relative 
unsophistication of livestock management practices; the inadequacy 
of rural infrastructures; institutional weaknesses; and the 
possibility of adverse environmental effects, such as 
desertification, 


Tobacco: The production of tobacco has decreased in recent years 
due to its decline in value relative to transportation costs. 
World prices have fallen by over 40 percent since 1986, and CAR 
exports have fallen dramatically also. The CAR exports primarily 
leaf tobacco used in the manufacture of cigars, and in recent 
years has been sending more of its production to the United 
States. In 1987, the CAR exported to the United States tobacco 
products worth close to $1 million, the equivalent of one-fourth 
of CAR's total production. In 1989, however, tobacco exports to 
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the United States had declined to $21,000--one result of the 
suspension of the CAR from the Generalized System of Preferences. 
Marketing of the predominantly black (cigar) tobacco, basically a 


small farmer crop, is handled by the joint French-Central African 
company SCAT. 


Timber: The CAR's forests are rich in sapeli, ebony, and other 
valuable trees. Competition from less-expensive and more cheaply 
transported Asian and Latin American hardwoods has hurt the local 
industry, but other tropical woods cannot substitute completely 
for some of the high-quality logs and rarer varieties available in 
the CAR. Production fell by one-third between 1985 and 1987, as 
world prices declined and costs increased. The government has 
taken active measures to stimulate the industry by restructuring 
the forestry code and reducing duties on timber industry inputs 
from 70 to 5 percent for a period of five years. These measures 
have to some extent renewed foreign interest in the sector, and a 
large sawmill that has been inactive for several years is expected 
to start operations in 1990 under new management. A longer range 
challenge facing the industry is the implementation of rational 
exploitation and conservation techniques to permit the sustained 
utilization of forests as a renewable resource. 


Tourism: The lack of infrastructure and the inaccessibility of 
game have hampered the development of a tourist industry based on 
the viewing of wildlife and cultural attractions, although there 
are a few camps in the extreme north and west of the CAR that 
sponsor hunting safaris for a wealthy clientele. Recently, 
however, the government has taken steps to encourage tourism, 
including improving hotels and airport facilities. In conjunction 
with the World Wildlife Fund, the government is in the process of 
establishing a wildlife preserve in the southwest, where large 
elephant populations remain. 


Minerals, Energy, and Industry 


Mineral Resources: While resource surveys suggest extensive 
mineral wealth in the country, only alluvial gold and diamond 
deposits are being exploited at present. Diamond production 
levels have increased since 1980, and diamonds are now the CAR's 
primary source of foreign exchange. Diamonds are mined, primarily 
using artisanal methods, by about 40,000 Central Africans. A 
substantial proportion of this production, estimated to be equal 
to at least 50 percent of legal exports, leaves the country 
illegally to avoid export duties. Improved surveillance 
procedures in the mining areas and a lowered export tax favoring 
full reporting and encouraging large producers have been 
instituted recently to augment revenues from this sector. About 
three-fourths (by weight) of the diamonds exported are of gem 
quality. Belgium has rivalled France as the principal outlet for 
Central African production in recent years, largely because of its 
importance as a diamond handling and cutting center. Several 
American firms are currently in various stages of investment in 
this sector. 
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Energy: Wood is the primary fuel for 80 percent of the 
population. The high cost and limited supply of electricity have 
hindered the development of modern industries. Bangui is supplied 
by two hydroelectric generators on the Mbali River and one 
fossil-fuel plant. The hydroelectric plants cannot operate during 
part of the dry season, necessitating power cuts of up to 9 hours 
per day during the months of January to April. Construction has 
started on a regulatory/storage dam on the Mbali River, which 
should improve the supply of electricity to the capital city. 


Petroleum products constitute the largest component of imports 
into the CAR. Retail petroleum products are the monopoly of 
PETROCA, a parapublic company managed by its private partner, 
Total. Exploratory drillings by Exxon's Esso subsidiary in 1985 
revealed the presence of oil deposits in northern CAR, but at 
current prices further drilling is not economically feasible. 


Industry: Manufacturing activity in the CAR centers around 
agricultural and forest-product processing, accounting for about 8 
percent of GDP. Illegal imports of palm oil, textiles, and worked 
metal by low-cost foreign producers seeking convertible currency 
have frustrated government efforts to stimulate local 
manufacturing. Recently completed projects include the Ouaka 
Sugar refinery and plantation complex, the Bossangoa palm oil 
plantation and refinery, and the newly renovated HUSACA soap and 
oil factory. The country's most successful manufacturing 
facilities include two European-owned breweries and a soft drink 
bottling plant. 


TRANSPORTATION AND COMMUNICATION 
International Surface Transportation 


Bangui is more than 1,400 kilometers from the Atlantic coast, 
adding high transportation costs to all imported and exported 
goods. Freight arriving through the Congo (about three-fourths of 
imported tonnage enters via this route) originates at the port of 
Pointe Noire, is transported by rail to Brazzaville, and then 
carried up the Oubangui River (navigable less than half the year) 
by barge. Goods transiting Cameroon are first unloaded at the 
port of Douala and are then trucked directly to Bangui or shipped 
by rail to Ngaoundere in central Cameroon and trucked from there. 


Air Transportation 


There are flights from Paris to Bangui four times a week via UTA 
or Air Afrique. As a result of economic factors and airline 
pricing policies, the Paris-Bangui air freight tariff per mile is 
approximately 25 percent higher than the Paris-New York rate. Air 
passenger and cargo service linking Bangui and neighboring African 
capitals is offered by Air Afrique, Air Cameroon, Air Congo, and 
Air Gabon, 





Internal Transport 


The CAR has about 15,000 miles of roads, only 6 percent of which 
are paved. An intensified effort to rebuild this network has 
dramatically improved domestic transportation in the past five 
years. Automobiles and small planes can be rented, but are very 
expensive. There are several regional airports, but no regularly 
scheduled service links them. 


Telecommunications 


Bangui has a relatively modern and reliable telephone system; a 
satellite relay system permits telephone calls to a number of 
provincial towns including Bouar, Bamberi, and Kembe. 
International telephone service is generally reliable, but placing 
calls is time-consuming and costs are very high. 


IMPLICATIONS FOR THE UNITED STATES 


The commercial opportunities for U.S. business, while limited, are 
greatest in connection with donor-financed projects. The 
International Development Association alone has projects worth $94 
million in the pipeline for the CAR. Areas of interest are the 
energy sector (especially hydroelectric generating equipment and 
solar panels for rural electrification), light manufacturing or 
assembly, dairy and livestock, and food processing. There may be 


markets for U.S. logging and timber-handling machinery, 
particularly given the recent decrease in customs duties on these 
items. There might also be some interest in importing foodstuffs 
(particularly rice) from the United States, 


On the positive side for investments, in May 1988, the CAR revised 
its investment code, providing new incentives and guarantees to 
Central African and foreign investors. On the other hand, an 
August 1988 law restricting the right of foreigners to buy 
improved real estate remains on the books, even though it has not 
been implemented or used in practice. In addition, the CAR has 
recently been suspended from the list of beneficiaries of the 
Generalized System of Preferences. While the financial impact on 
the CAR is negligible, due to its minimal exports to the United 
States, the suspension means that the Overseas Private Investment 
Corporation (OPIC) can no longer provide political risk insurance 
for U.S. businesses investing in the CAR. 
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